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The Mexican Congress approved controversial taxes to raise revenues for Mexico's 2002 federal
budget, but these did not include the 15% value-added tax (impuesto al valor agregado, IVA)
sought by President Vicente Fox Quesada. In a last-minute compromise approved by the Mexican
Congress before it passed the 2002 budget, legislators agreed to raise or impose taxes on several
items considered luxuries or nonessential goods and services, such as soft drinks, tobacco, alcohol,
and cellular-telephone service. These items will be levied a 20% value-added tax, compared with
the previous rate of 15%. An earlier proposal would have also raised taxes on wire- based local and
long-distance telephone service, but this plan was scrapped in the Senate because of concern that
the measure would limit access to telephone service for many low- and middle-income Mexicans.

PAN, PRD join forces to push through new taxes
The taxes on cellular telephones, soft drinks, alcohol, and tobacco were passed primarily because
a coalition formed by Fox's center-right Partido Accion Nacional (PAN) and the center-left Partido
de la Revolucion Democratica (PRD) overcame opposition from the former governing Partido
Revolucionario Institucional (PRI) and two smaller parties.
PRI Deputy Omar Fayad said his party is planning to challenge the tax increases in Mexico's highest
court (Suprema Corte de Justicia de la Nacion, SCJN) because their discriminatory nature violates
the Mexican Constitution. Some experts said the support for the taxes could come back to haunt the
PAN, since they affect one of the party's largest sources of financing during the 2000 presidential
elections: the soft-drink bottlers.
In addition to avoiding a 15% IVA on food and medicines, legislators also agreed to reduce the
personal income tax (Impuesto Sobre la Renta, ISR) to 35% as an incentive for Mexicans to pay their
taxes. In approving the reduction of the ISR from the previous rate of 40%, the Congress accepted
Fox's premise that charging the same tax rate for companies and individuals would reduce tax
evasion.
At present, Mexico has one of the lowest tax-collection rates in Latin America, estimated at only
10.5% of GDP. New taxes expected to raise 69 billion pesos The tax increase is expected to generate
about 69 billion pesos (US$7.5 billion), which is a small portion of the budget of 1.45 trillion pesos
(US$157 billion) approved by the Congress just ahead of the Dec. 31 deadline mandated by the
Mexican Constitution.
In the proposal he sent to Congress in late 2001, the president proposed raising close to 120 billion
pesos (US$13 billion) through new taxes or tax increases, or roughly 2% of Mexico's GDP. Fox and
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his economic advisors had argued that a complete overhaul of the tax system, including the 15%
IVA, was necessary to boost Mexico's income and reduce dependency on oil-export revenues. "[This
budget] does not meet the budgetary needs of the government or completely cover the bases of a
modern financial system," Fox said shortly after Congress approved expenditures for 2002.
Still, Fox promised to respect the decision made by the legislators. "This administration will
work with the resources that Congress has given us," Fox said in a Jan. 2 speech. "That is the way
democracy works." Legislators said they are also counting on Fox to do his part to reduce poverty
and promote economic growth in Mexico, especially since the approved budget is about 72 billion
pesos (US$7.82 billion) higher than the amount originally requested by the president.
Some of the additional funds were approved to allow Fox to devote money to programs that
were slated to be cut, such as the state-support fund (Programa de Apoyo al Fortalecimiento
de las Entidades Federativas, PAFEF) and the Instituto Mexicano del Seguro Social (IMSS). To
accommodate the higher expenditures, the Congress authorized the government to increase its
outstanding domestic debt by 110 billion pesos (US$12 billion) during 2002. "Now that a fiscal
reform has been passed, it's time for Fox and his Cabinet to work, create results, and use the
resources well that they have been given," said congressional leader Felipe Calderon Hinojosa, a
member of the PAN.
The president's ability to maneuver, however, will be affected by a weak oil market projected for
2002. In the budget proposal originally submitted to Congress, the president was projecting Mexico's
average oil-export price for 2002 at US$17 per barrel. The budget approved by Congress was based
on a reduced projection of US$15.50 per barrel.

Private sector vows to fight new taxes
Additionally, the new taxes approved by Congress have met strong opposition from the
private sector, which has threatened to take the issue to court. Business groups in the cities of
Monterrey and Guadalajara have formed a coalition with the Camara Nacional de la Industria de
Transformacion (CANACINTRA) and the Consejo Coordinador Empresarial (CCE) to plot a strategy
to force the federal government and the Congress to rescind the tax increases, particularly on soft
drinks and cellular-telephone service. "The new taxes are definitely at risk," said fiscal consultant
Jaime Rojas of Mancera, Ernst and Young. The options include bringing the issue to court through
thousands of separate appeals from manufacturers, employees, and retailers.
Some experts say the legal venue has some merit because of the taxes are discriminatory. Among
other things, the Congress imposed a tax on cellular-telephone service but not on fixed lines. This
would put cell companies like Telcel and Iusacell at a disadvantage relative to companies like
TELMEX. Still, all the companies that provide telecommunications services whether line-based
or cellular or both have formed their own coalition to force repeal of the tax increase on cellulartelephone service. The coalition includes such heavyweights as TELMEX, Avantel, Alestra, and the
two television networks Televisa and Television Azteca, which operate wireless communications
systems.
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 2 of 3

LADB Article Id: 53232
ISSN: 1054-8890

Soft-drink taxes could create trade tensions with US
The levy on soft drinks is also highly discriminatory because the 20% tax is only applied to soft
drinks that use sweeteners other than sugar. Some analysts said the Congress is using the tax to
control imports of US high-fructose corn syrup (HFCS), which are used in some Mexican soft drinks.
Special panels formed by the North American Free Trade Agreement (NAFTA) and the World Trade
Organization (WTO) have ruled against Mexican efforts to place outright tariffs on imports of US
corn syrup (see SourceMex, 1999-10-27, 2000-03- 01, 2001-08-15). "This measure is more political than
financial because if they really wanted to raise funds they would have slapped the 20% tax on all
soft drinks, regardless of which sweetener is used," analyst Ismael Capistrano of Valores Mexicanos
Casa de Bolsa told Reuters.
But the tax could be challenged by US companies via NAFTA or the WTO and also may not hold
up in the Mexican courts. "This is completely about going against one industry in favor of another,"
said beverage-industry analyst Francisco Chavez of Salomon Smith Barney. The liquor industry
has also raised concerns about the impact of the increased tax on sales. Fernando Gonzalez Garcia,
president of the Camara Nacional de la Industria Tequilera, said the tax increase would greatly
increase the cost of tequila in the domestic market, promoting increased contraband of the Mexicandistilled spirit from the US. The tax increase does not apply to exports, which would then be
smuggled back into Mexico, said Gonzalez.
Gonzalez also raised concerns that tequila manufacturers are bearing an unfair burden among
liquor producers in Mexico. "People are going to consume more beer or wine, which carry a lower
tax," said Gonzalez. In a press conference, Finance Secretary Francisco Gil Diaz acknowledged that
the SCJN may well overturn part of the tax increases, which would force the Fox administration to
"adjust the budget accordingly."
PRD legislators admitted that some "irregularities" and "injustices" exist in the new taxes. But they
said the PRI has no "moral authority" to question the taxes because the party failed to fix Mexico's
fiscal structure during the seven decades it held power. PRD Deputy Miroslava Garcia Suarez also
rejected arguments by the PRI and the private sector that the taxes would harm Mexican families.
"These taxes only affect the comfortable classes," Garcia said. [Note: Peso- dollar conversions in
this article are based on the Interbank rate in effect on Jan. 9, reported at 9.20 pesos per US$1.00]
(Sources: Notimex, 12/31/01; The Dallas Morning News, Bloomberg News, 01/01/02; Reuters,
12/30/01, 12/31/01, 01/01/02, 01/02/02; Associated Press, Spanish news service EFE, 01/02/02; Los
Angeles Times, 01/02/02, 01/03/02; Proceso, 01/06/02; The News, 01/02-04/02; 01/08/02; La Jornada,
12/31/01, 01/02/02, 01/09/02; El Universal, 12/31/01, 01/02/02, 01/05/02, 01/07-09/02; Reforma,
12/31/01, 01/01/02, 01/08/02, 01/09/02; El Financiero, Milenio Diario, Novedades, 01/08/02, 01/09/02;
La Cronica de Hoy, 01/09/02)
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